294  WASHINGTON 


Boston 

Municipal  Research 
Bureau 


STREET.  BOSTON.  MASSACHUSETTS  02108  (617) 

____  y 


DOWN  THE  HOMESTRETCH  ON  REVALUATION  AND  CLASSIFICATION 

The  City  of  Boston  is  nearing  the  end  of  the  long  property  revaluation  process. 
Successful  completion  will  represent  a landmark  reform  in  the  city's  taxation  practice. 
Not  since  the  1950 's  has  all  taxable  property  been  assessed  at  full  and  fair  cash  value 
on  a city-wide  basis.  The  $11  million  revaluation  effort  should  eliminate  past  in- 
equities and  bring  all  properties  in  line  with  the  constitutional  mandate  of  assessment 
at  full  value.  It  will  also  enable  Boston  to  improve  its  credit  rating.  The  implemen- 
tation of  classification  will  allow  the  City  to  reduce  the  shift  of  the  tax  burden  from 
commerical  properties  to  residential  properties  which  100%  valuation  alone  would  pro- 
duce . 


Mayor  White  wants  to  have  revaluation  and  the  complex  classification  process  com- 
pleted in  time  for  the  results  to  be  incorporated  in  this  fall's  tax  billing.  The  state 
Department  of  Revenue,  which  must  certify  the  revaluation  results  and  set  the  percen- 
tage limits  for  classification,  has  questioned  whether  the  city's  timetable  is  realistic. 
Beyond  the  issue  of  timing,  however,  there  are  other  key  questions  about  the  impact  on 
taxpayers,  the  quality  of  the  values  generated  and  the  effect  on  both  the  city's  revenue 
base  and  Proposition  2%. 

The  success  of  revaluation  in  Boston  will  depend  on  the  quality  of  values  developed. 
These  new  values  must  be  reviewed  carefully  to  ensure  high  quality,  to  end  past  in- 
equities and  to  prevent  new  disproportionate  assessements  which  would  result  in  another 
large  abatement  liability.  Sufficient  time  must  be  allowed  for  all  three  key  review 
steps  in  the  process.  Those  include  the  City's  field  review  of  the  computer-generated 
values  of  some  114,300  taxable  items,  the  state  Department  of  Revenue's  preliminary 
review  of  Boston's  values  and  appraisal  methodologies  and  finally  the  City's  impact 
notice  hearings  with  taxpayers.  Once  the  current  process  is  completed,  property  assess- 
ments will  continue  to  reflect  full  and  fair  cash  value  since  the  figures  must  be  cer- 
tified by  the  state  every  two  years. 

The  quality  of  value  question  is  raised  because  the  City's  expected  new  valuation 
of  between  $12.5  and  $13  billion  is  substantially  above  prior  estimates  of  the  City's 
worth.  Even  that  range  will  not  change  the  $66  million  cut  in  the  property  tax  due 
to  Proposition  2^2  this  year.  However,  the  appreciation  of  value  and  new  construction 
could  increase  next  year's  assessments  to  a level  which  would  require  less  than  a full 
15%  reduction  of  the  levy  in  FY1984.  Because  of  its  increased  relative  wealth,  Boston 
faces  a possible  future  reduction  in  state  aid  unless  the  distribution  formulas  are 
changed . 

Why  Revaluation  and  Classification? 

The  state  Constitution  has  always  required  that  all  taxable  property  in  Massachusetts 
be  assessed  at  100%  of  its  full  and  fair  cash  value.  Over  the  years,  however,  substan- 
tial discrepancies  developed  between  assessments  and  sales  prices  among  classes  of 
property.  In  Boston  valuations  on  commercial  and  industrial  properties  have  not  been 
equalized  on  a city-wide  basis  since  1959,  and  residential  properties  have  not  been 
equalized  since  1950.  Finally  in  1974,  in  the  Sudbury  decision,  the  Supreme  Court  man- 
dated the  Commissioner  of  Revenue  to  direct  all  Massachusetts  communities  to  assess 
property  at  "full  and  fair  cash  value." 


Research  studies  on  the  assessed  value  of  properties  in  Boston  and  the  possible 
effect  of  100%  revaluation  have  shown  that  business  properties  bear  a higher  percentage 
of  the  tax  burden  than  residences.  Thus  a switch  to  a straight  100%  valuation  system 
would  result  in  a substantial  shift  of  the  tax  burden  from  commercial  properties  to 
single-family  and,  to  a lesser  extent,  two  and  three-family  residential  properties. 

That  expected  shift  led  to  passage  of  the  classification  amendment  to  the  Constitution 
in  1978.  Legislation  to  implement  classification  provides  communities  with  a limited 
flexibility  to  allocate  their  property  tax  burden  among  major  classes  of  property. 

This  will  allow  Boston  to  soften  the  effect  of  tax  shifts  as  a result  of  100%  valuation. 

Classification  creates  four  classes  of  taxable  real  property:  residential,  open 
space  land,  commercial  and  industrial.  Personal  property  makes  up  a separate  category. 
Within  limits,  the  Mayor  and  City  Council  are  given  the  option  of  determining  the 
share  of  the  property  tax  levy  to  be  borne  by  each  class.  The  tax  on  residential 
property  must  be  at  least  65%  of  its  share  of  the  total  taxable  valuation.  The  per- 
centage for  open  space  may  not  be  less  than  75%  of  the  residential  factor.  The  tax 
on  commercial  industrial  and  personal  property  must  not  exceed  150%  of  their  full 
value  share.  Local  officials  must  classify  property  but  can  choose  a factor  of  "1", 
which  would  result  in  the  taxation  of  all  classes  of  property  at  the  same  full  value 
rate.  The  Mayor  and  Council  may  also  apply  an  exemption  to  all  residential  parcels 
which  are  the  principal  residence  of  the  taxpayers.  That  exemption  can  be  up  to  10% 
of  the  average  assessed  value  of  all  residential  parcels. 

The  Boston  Revaluation  Effort 


The  essential  first  step  towards  and  the  foundation  of  classification  is  assessment 
of  all  property  in  Boston  at  full  and  fair  cash  value.  The  classification  of  property 
is  mandatory  but  cannot  be  implemented  until  the  State  Commissioner  of  Revenue  certi- 
fies that  all  property  in  Boston  has  been  assessed  at  full  value.  To  implement  reval- 
uation the  City  of  Boston  in  1978  established  the  Office  of  Property  Equalization. 

That  office  prepared  a master  revaluation  plan  which  was  approved  by  the  Commissioner 
of  Revenue  and  the  Courts  in  June,  1979.  A computerized  appraisal  process  has  been 
developed  to  generate  the  new  values  and  to  be  the  basis  for  the  Assessing  Department’s 
regeneration  of  values  in  future  years.  The  accuracy  of  the  new  data  from  that  system 
is  now  being  cross-checked  through  an  extensive  field-review  process. 

The  revaluation  effort  cost  the  City  approximately  $8.3  million  from  FY  1979 
through  FY  1982.  For  FY  1983  the  Mayor  has  recommended  a half-year  budget  of  $3.2 
million,  which  would  bring  the  total  cost  of  reassessing  the  City's  123,000  taxable 
and  exempt  items  to  $11.5  million.  This  translates  into  a cost  per  item  of  $93. 

The  Mayor  announced  on  September  20  that  the  City  intends  to  complete  the  revalu- 
ation of  property  and  have  the  values  certified  by  the  Commissioner  of  Revenue  in  time 
to  get  the  first-half  tax  bills  out  by  the  end  of  calendar  1982.  The  City's  plan 
requires  agreement  by  the  Commissioner  to  review  the  City's  new  values  on  a phased-in 
basis  over  a six  to  eight-week  period.  That  process  has  begun  with  the  Allston-Brighton 
area.  On  the  same  phased-in  basis,  property  owners  are  to  be  advised  by  mail  of  the 
new  valuations  of  their  property.  Temporary  neighborhood  revaluation  information  cen- 
ters are  being  established  across  the  City  to  hear  concerns  of  property  owners  and 
make  necessary  corrections  in  the  data.  The  actual  tax  bills  for  the  first  half  of 
the  current  fiscal  year  are  planned  to  be  sent  out  in  December, but  later  if  necessary. 
The  state  Department  of  Revenue  has  not  agreed  to  the  City's  plan  and  has  questioned 
whether  the  timetable  is  realistic.  If  the  revaluation  and  certification  process  is 
delayed  significantly  the  City  intends  to  issue  first  half  estimated  tax  bills  to  be 
equal  to  last  May's  figures.  The  second  half  tax  bill  next  May  would  then  be  adjusted 
to  reflect  the  full  shift  in  value  after  classification,  along  with  the  twelve-month 
15%  property  tax  reduction  from  Proposition  2%. 

Revaluation's  Effect  on  Proposition  2^ 

The  City  expects  that  the  fair  cash  value  of  taxable  property  as  determined  by  re- 
valuation will  be  between  $12.5  and  $13  billion.  That  level  of  value  will  have  no 
effect  on  the  property  tax  cut  required  this  year  by  Proposition  IH,  but  it  may  be 


Procedures  For  Certification  of  Assessments  and  Implementation  of  Classification 


The  procedures  outlined  below  have  been  established  by  the  state  Department  of 
Revenue  for  all  municipalities  in  Massachusetts.  The  Commissioner  would  have  to 
modify  these  steps  to  accomodate  the  City's  implementation  plan.  ("Commissioner" 
refers  to  the  state  Commissioner  of  Revenue  and  "City"  refers  to  the  Office  of  Property 
Equalization  or  Commissioner  of  Assessing.) 

1.  The  City  must  first  present  to  the  Commissioner  all  the  new  values  for  each  class 
of  property  as  of  January  1,  1982,  and  request  a certification  review. 

2.  The  Commissioner  then  conducts  a preliminary  certification  review.  That  includes 
a statistical  analysis  of  residential  sales  and  on-sight  review  of  the  appraisal  method- 
ologies. It  also  includes  a sample  check  of  property  values  in  all  the  major  classes 
to  ensure  that  the  methodologies  have  been  applied  uniformly  and  that  the  assessments 
represent  full  and  fair  cash  value.  The  review  should  take  about  two  full  months. 

3.  The  next  step  is  for  the  Commissioner  to  notify  the  City  in  writing  whether  the 
valuation  system  and  its  proposed  assessments  are  in  substantial  compliance  with  state 
requirements.  If  so,  the  City  is  then  authorized  to  mail  out  impact  notices  and  hold 
informal  hearings  with  property  owners. 

4.  After  the  hearing  process  the  City  is  to  make  the  necessary  changes  in  values 
and  then  determine  the  total  valuation  of  each  class  of  taxable  real  and  personal 
property.  Tax  exempt  real  property  would  be  classified  according  to  the  same  guidelines. 

5.  Next  the  City  is  to  submit  for  review  by  the  Commissioner  valuations  for  each  of 
the  four  classes  of  real  property  and  for  personal  property.  On-site  reviews  are  to 
be  held  of  any  assessment  changes  over  10%  as  a result  of  the  informal  hearings. 

6.  If  all  the  statutory  requirements  have  been  met,  the  Commissioner  is  then  to 
certify  in  writing  the  total  valuation  of  each  class,  the  minimum  residential  factor 
and  the  fact  that  a majority  of  the  assessors  have  met  the  qualifications  to  classify 
property.  The  minimum  residential  factor  assures  that  the  benefit  to  be  given  to 
residential  property  will  not  cause  the  burden  on  commercial  and  industrial  real 
property  and  personal  property  to  exceed  the  150%  celling.  If  Boston's  assessments 
do  not  satisfy  minimum  certification  requirements,  the  Commissioner  may  require  the 
City  to  meet  those  requirements  under  a program  and  timetable  approved  by  her. 

7.  After  the  City  gets  the  Commissioner's  certification  of  the  valuations  and  the 
minimum  residential  factor,  the  City  Council  must  hold  a public  hearing  on  allocating 
the  local  property  tax  levy  among  the  five  property  classes.  City  officials  must 
provide  the  Council  all  the  relevant  information  and  data,  including  the  fiscal  effect 
of  the  available  alternatives. 

8.  Next  the  City  Council,  with  the  approval  of  the  Mayor,  will  determine  the  per- 
centage of  the  tax  levy  to  be  borne  by  each  class  of  property.  In  doing  so,  the 
Council, with  the  Mayor's  approval,  must  first  adopt  the  City's  residential  factor.  If 
the  Mayor  vetoes  the  City  Council's  factor,  the  Council  may  override  his  veto  by  a 
two-thirds  vote.  The  residential  factor  adopted  cannot  be  less  than  the  minimum 
residential  factor  calculated  by  the  state.  Choosing  the  lowest  residential  factor 
or  any  factor  less  than  "1"  means  that  residential  property  will  bear  a proportion- 
ately lower  share  of  the  total  levy.  Once  the  residential  factor  is  chosen,  the  share 
of  the  proprty  tax  for  other  classes  of  property  can  be  calculated,  within  the  limits 
set  by  the  classification  law. 

9.  There  is  one  other  factor  to  be  considered  in  determining  residential  tax  bills. 

The  Mayor,  with  approval  of  the  City  Council,  has  the  option  of  reducing  the  assess- 
ment of  each  parcel  which  is  the  taxpayer's  principal  residence  up  to  10%  of  the 
average  assessed  valuation  of  all  residential  property.  This  exemption  does  not  re- 
duce the  overall  tax  burden  on  the  residential  class,  but  rather  establishes  a 
"graduated"  tax,  with  the  burden  reduced  on  lower  valued  residences  at  the  expense  of 
those  with  above-average  assessments.  In  brief  the  total  residential  class  valuation 
is  cut  but  its  tax  rate  is  increased. 

10.  After  the  percentages  of  the  tax  levy  to  be  borne  by  each  property  class  have 
been  established,  the  City's  Commissioner  of  Assessing  will  likely  set  two  tax  rates — 
one  for  residential/open  space  and  the  other  for  all  other  taxable  property.  These 
rates  will  then  be  submitted  to  the  Commissioner  of  Revenue  for  final  approval. 


the  key  to  the  size  of  the  third-year  cut  in  FY  1984.  This  year's  property  tax  levy 
will  be  decreased  by  a full  15%  to  $374.6  million.  Boston's  assessments  would  have 
to  exceed  $15  billion  this  year  to  allow  less  than  the  full  $66  million  cut.  However, 
the  revalued  tax  base,  increased  by  appreciation  and  the  further  completion  of  con- 
struction in  the  twelve  months  after  January  1,  1982,  may  enable  the  City  to  reach  the 
2h  limit  without  a full  15%  levy  cut  in  FY  1984.  That  is  important  in  light  of  Bureau 
projections  that  the  City  could  face  a $50  million  gap  between  revenues  and  expenditures 
next  year.  If  as  of  January  1,  1983,  the  City's  full  value  increased  by  $1.5  billion  or 
12%  to  $14  billion,  property  taxes  in  FY  1984  would  only  have  to  be  cut  by  6.6%  or  $24.6 
million  to  reach  the  2^5  limit.  After  that  the  levy  can  be  increased  by  21^%  each  year, 
with  additional  allowance  for  new  construction.  However,  a basic  2^5%  increase  in 
the  levy  will  not  produce  substantial  additional  revenues  for  Boston.  A $350  million 
levy  increased  by  2^%  would  generate  only  an  additional  $8.7  million. 

To  improve  the  administration  of  property  valuation  for  Massachusetts  municipalities, 
consideration  is  being  given  to  changing  the  date  on  which  property  value  is  assessed 
from  January  1 to  July  1,  the  start  of  the  new  fiscal  year.  If  such  a change  were  to 
be  effective  on  July  1,  1983,  Boston,  on  a one-time  basis,  would  be  able  to  capture 
an  additional  six  months  of  value  due  to  appreciation  and  further  construction.  The 
more  the  City's  value  increases  next  year,  the  less  property  taxes  will  be  cut. 

Boston  could  suffer  a possible  future  reduction  in  state  aid  because  of  the  City's 
increased  assessments.  Relative  wealth,  a community's  equalized  value  in  relation  to 
the  state-wide  total,  is  a factor  in  two  major  state  assistance  formulas — Chapter  70 
School  Aid  and  the  Lottery  Distribution.  Equalized  valuations  are  state  estimates  of 
the  market  value  of  all  municipalities  determined  every  even-numbered  year.  The  1982 
equalized  values  should  keep  Boston  at  about  6%  of  total  state  value.  However,  the 
new  and  higher  equalized  values  for  1984,  which  will  become  the  basis  for  state  aid 
in  fiscal  years  1986  and  1987,  are  expected  to  increase  substantially  Boston's  relative 
wealth.  That  would  result  in  a decrease  in  state  aid  unless  the  distribution  formulas 
are  changed. 

Boston's  Total  Taxable  Property — $12.5  Billion? 

How  close  the  projected  new  total  valuation  for  Boston  is  to  the  true  full  and  fair 
cash  value  cannot  be  determined  until  all  values  are  known  for  each  class.  However,  the 
estimated  $12.5  to  $13  billion  range  is  significantly  greater  than  prior  estimates 
of  Boston's  property  valuation  total.  The  proposed  equalized  value  for  Boston  as  of 
January,  1982,  was  $7.5  billion.  The  state's  estimates  for  Boston  are  usually  conser- 
vative, but  even  increasing  the  value  by  40%  raises  it  to  only  $10.5  billion.  An  in- 
ternal Boston  Redevelopment  Authority  projection  and  a separate  internal  Assessing  De- 
partment study  estimated  the  full  value  of  taxable  property  in  Boston  as  of  January, 

1982,  at  about  $11  billion  and  $10  billion  respectively.  Boston's  new  estimated  values 
by  class  are  comparable  with  prior  estimates  for  residential  values  but  much  greater 
for  the  commercial,  industrial  and  personal  values. 

Harry  M.  Durning,  Executive  Director 

Samuel  R.  Tyler,  Associate  Executive  Director 
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